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Introduction
This special issue of the Journal of Emerging Market Finance contains four articles that explore some recent trends in analytical research on the growing derivative markets in emerging markets. The articles were selected from those presented at the Second Asia-Pacific Association for Derivatives (APAD) Conference held at the Indian Institute of Management, Bangalore, India. 
The Derivative Markets Emerging Globally
2
Asian derivative markets today account for one-third of the worldwide foreign exchange and over 40 per cent of equity derivative trading. Korea hosts the world's largest derivative exchanges, while India has the world's fastest growing exchange. Derivatives have made Asian capital markets more competitive. They also have significant developmental benefits, for example, as hedging tools for commodity producers and as cheaper financing tools for corporations.
Policymakers all around the world have learned to emphasise good regulation, governance and risk management through central counterparties in order to minimise potential threats to financial stability. BIS reports that the over-the-counter (OTC) derivative markets have grown ten-fold over 
Derivative Markets in Asia-Pacific
There are five main derivative products traded in Asian markets. Foreign exchange products for major currencies are traded in Tokyo, Singapore and Hong Kong. Asian FX markets are large with turnover accounting for one-third of the worldwide markets.
Interest rate derivative markets in Asia are smaller and account for less than 5 per cent of world markets with a stagnating trend in OTC markets and a migration towards ETD markets (Korea has recently shifted its government bond derivatives on to the exchange). Tokyo and Singapore are two dominant locations that are trading mostly JPY and US$ swaps (OTC) and futures (ETD).
Equity derivatives have witnessed the most rapid growth. They are mostly ETD markets with Korea, India and Hong Kong showing the most impressive recent expansion. Index futures as well as options are the most widely traded products with a large participation of institutional investors and significant foreign participation. Over 44 per cent of the worldwide ETD equity turnover is currently taking place on Asian exchanges.
Commodity derivatives have a long history, especially in China where the soybean futures contract at the Dalian Commodity Exchange is the third largest derivative contract across Asia (among the world's 20 largest derivative contracts). In addition wheat, rubber, gold and oil futures are large and are mostly traded on Chinese or Japanese specialist commodity exchanges. In recent times, commodity trading and commodity derivatives are getting increasingly popular in India. However, commodity derivatives account for less than 10 per cent of the turnover on the exchanges.
Credit derivatives are among the fastest growing products, especially credit default swaps that account for half of this OTC market. It is estimated that 10 per cent of the worldwide $6 trillion credit derivative market is located in Asia, mostly in Tokyo and Hong Kong.
To summarise, Asian derivative markets are growing very rapidly and are partially migrating from OTC to ETD markets. Foreign exchange turnover is very substantial in the main OTC markets, whereas equity derivatives are the fastest growing products on exchanges (Table 2 ). These markets have typically started from commodity and local interest rate derivatives and have subsequently added foreign exchange, credit and equity derivative products.
Instruments Traded and Infrastructure in the Asia-Pacific Markets
Formalised exchanges, leading the recent growth in Asia-Pacific derivative markets can be divided in three broad categories: Exchanges in Australia, Hong Kong, Japan and Singapore are demutualised and considered the major exchanges in the region. These exchanges offer a large variety of interest, FX, equity and commodity products (Table 3) . Japan is currently planning to integrate a large number of specialised exchanges. Australia has two demutualised exchanges that focus on interest futures (SFE) as well as equities and options (ASX) and it is also home to the fourth largest foreign exchange market in the world. The Singapore Exchange has established its base in the Eurodollar contract while the Hong Kong Exchange which originally focused on commodity derivatives and has been re-built since its collapse in 1987 and is now predominantly trading equity derivatives. The second tier exchanges in Korea, India and China are growing the fastest and they are in the process of being demutualised. The Korean Futures Exchange has become the largest futures exchange in the world in terms of trading volume and was created in 2004 by merging the Korean Stock Exchange (focused on equity derivatives) and KOFEX (focused on fixed income derivatives). It offers nine types of derivative products with relatively simple products, low transaction costs and very advanced IT and Internet trading. India is trying to emulate the Korean success story by focusing on retail trading of equity derivatives, although it is a commodity based economy and does not have any sizeable commodities exchange. Four years after the L.C. Gupta Committee report recommended the strengthening of the underlying cash market, trading in equity futures in India started in July 2000, and interest rate futures were introduced in 2003. The OTC derivative markets expanded after de-regulation in 2004, but volumes remain small on interest rate products and modest on FX derivatives. China experienced major problems in the 1990s and closed 27 of its 30 exchanges and currently only allows commodity futures trading which is expanding rapidly.
The third tier exchanges remain largely dormant in the area of derivatives but have impressive growth rates that will ensure that these markets form a Interestingly there appears to be a strong correlation between existing derivative products (Table 3 ) and the underlying derivative infrastructure (Table 4) . This is a good sign for these markets as it indicates that these markets harmonise between introducing derivative products in these markets with the best practices that they have. It is evident that in order to develop derivative instruments, countries need to put in place a number of preconditions that relate to market liquidity (including fixed income benchmarks), solid accounting and regulatory standards (including a derivatives law), modern infrastructure at exchanges (central counterparty) and a tax environment that creates a level playing field. It appears that Australia, Hong Kong, India, Japan, Korea and Singapore have already widely established best practices in their underlying infrastructure. While the Asia-Pacific markets have shown tremendous growth and potential for well developed derivative markets, they still have some major hurdles to cross. Apart from regulatory issues, valuation of plain vanilla as well as the more complicated traded derivative instruments, have therefore gained tremendous popularity among academic researchers in this region. The APAD forum was instrumental in bringing them together on a common platform.
The Second APAD Conference
The theme of the second APAD conference was 'Derivatives: Regulation and Development'. The four articles selected for this special issue broadly represent two important aspect of the derivative markets in the Asia-Pacific region. Two articles bring out the price discovery and regulatory issues in these markets, while the other two articles emphasise the extent of derivatives research that is ongoing in the area.
The first article titled, 'The Dynamic Relationship between Main Investors' Net Long Position and the Trading Volume of KTB Futures Market', by Kim and Park is a clear exposition of the usage of information available from derivative markets, in particular information available from the KTB Futures market and how it benefits investors. The authors look at the relationship, which is quite naturally dynamic in nature, between investors' net long position (long-term view on the market) and the trading volume of the KTB Futures market. In a sense, the actual level of trading volumes in the KTB Futures market has been used by the authors to look at the position of investors and also to come up with a trading strategy that could be used by investors (both retail as well as institutional). The study is based on the Korean market, but the results are quite generic in nature and can be applied to other markets where similar characteristics are displayed by the market micro-structure. The article is based on the usage of well-known econometric and statistical models and methods and comes up with a fairly robust estimation of the relationship between the two key variables. As stated earlier, this is a good example of availing benefits in terms of information available from the derivative markets (in this case forward markets, but this information can also be available from other derivative markets like options markets, wherever applicable) to get a better trading strategy and profit position.
The second article titled, 'An Empirical Investigation of the Lead-Lag Relations of Returns and Volatilities among the KOSPI200 Spot, Futures and Options Markets and their Explanations', by Kang, Lee and Lee, looks at the relationships that exist between the spot market and the derivative markets-in particular it looks into the details of the derivative markets. This article highlights the strong relationship that one expects between the spot, the futures and the options markets. Though the study is based on Korean data, the analysis, and more particularly the results, will be similar if other country data is used (care has to be taken that the country chosen has well-developed markets in all three segments). Further, using the recommendations of the authors in this article, one can devise an effective trading strategy comprising of the three markets and thus help in the process of development of the derivative market. This is particularly true as spot markets in most countries are reasonably well developed-this shows the benefits of having a well-developed derivatives (futures and options) market as well.
The next article by Goel and Kumar is titled, 'A Risk-Sensitive Portfolio Optimisation Problem with Stochastic Interest Rate'. This article does not directly focus on a problem particular to only derivatives, but one that is more generic. In some sense, as its title suggests, this article relates to portfolio optimisation. The inclusion of this article in this series is based on the fact that portfolio optimisation is based on a stochastic interest rate. Stochastic interest rates are something that are important from an interest rate derivative perspective-by definition the future value of an interest rate process following a stochastic interest process cannot be predicted with any degree of certainty. This work is based on stochastic interest rate models and has then been used to apply for portfolio optimisation, particularly when the portfolio is highly risk sensitive. Reading through the article, one realises that this article is more directed at the theoretical space rather than the application space, but enough applications can be made out of the theoretical models and expressions outlined in the article. In some sense, it is our view that this article can serve as a starting point for a number of other articles. The solutions suggested in this article can also be extended to portfolios comprising of derivatives. Such portfolios are more realistic in current markets and are more risk sensitive rather than portfolios with standard assets.
The last article is titled, 'Artificial Neural Network Models for Forecasting Stock Price Index in the Bombay Stock Exchange', by Dutta, Jha, Laha and Mohan. It deals with one of the most important aspects of any derivative pricing-the valuation of the underlying asset. The authors have used the Stock Price Index in the Bombay Stock Exchange as the underlying, but the method is generic and can be easily extended to forecast prices of other
